PHI L1 PPI NES ECONOM C V\RAP- UP
MAY 26 - JUNE 01, 2001

Weak manufacturing performance in the first quarter
contributed to slower GDP growth of 2.5% (year on year)
for the quarter. Two key pieces of |legislation ained at
government revenue enhancenent were vetoed by the
President this week. And we also provide a | ook at debt
service problens at sone the | argest conpanies in the
Phi | i ppi nes.

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our June 2001 Econom c Qutl ook, which is now avail abl e
on our web site.
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Presi dent Vetoes Two Revenue Enhancenent Bills
Large Firns Westle Wth Maturing Obligations

The Phili ppi ne peso opened weaker on Monday as news of a
new terrorist kidnapping in Palawan broke. After sone



recovery through the week as other regional currencies
appreci ated, the peso noved down again to cl ose at
P50. 750/ US$ fromits May 25 close of P50.505/ US$.

Dat e Wei ght ed C osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)

APR 23 50. 441 50. 480 145.5
24 50. 437 50. 415 105.0
25 50. 546 50. 550 116. 2
26 50. 764 51. 000 132. 4
27 51.218 50. 870 152. 2
APR 30 51. 339 51. 450 170.9
MAY 01 Mar ket s C osed

02 51. 001 50. 730 167.5
03 50. 459 50. 280 149. 2
04 50. 349 50. 380 81.3
MAY 07 50. 504 50. 440 59.0
08 50. 477 50. 460 76.5
09 50. 482 50. 650 120.5
10 50. 624 50. 590 137.0
11 50. 487 50. 300 117.5
MAY 14 Mar kets C osed

15 50. 321 50. 180 131. 1
16 50. 136 50. 140 127.5
17 50. 162 50. 260 111.1
18 50. 342 50. 330 132.5
MAY 21 50. 609 50. 840 148. 3
22 50. 789 50. 645 124.2
23 50. 438 50. 300 184.0
24 50. 287 50. 340 168.0
25 50. 449 50. 505 106. 5
MAY 28 50.774 50. 770 160. 5
29 50. 703 50. 500 120. 4
30 50. 584 50. 565 177.5
31 50. 495 50. 500 162. 6



JUN 01 50. 750 50. 633 150. 0

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

Interest rates on the 91-day Treasury bill sank to their

| onest | evel since Septenber 2000 as banks continued to
park their excess liquidity in short term governnent
securities. A 29.6 basis point drop in the interest rate
on 91-day bills at the May 28 T-bill auction brought the
rate to 9.037% Rates on the 182-day bill dropped 66.3
basis points to settle at 10.87% But the yield curve
continued to steepen as 364-day bills saw interest rates
drop only 4.5 basis points to 11.307%

Despite the downturn in first quarter econom c growth
figures (see below), the policy-naking Monetary Board of
t he Bangko Sentral ng Pilipinas (BSP, the central bank)
deci ded to | eave key policy rates unchanged. Many banks
and traders had expected new cuts in the BSP's overni ght
borrowi ng and |l ending rates (9.0% and 11. 25%
respectively). However, BSP Deputy Governor Amando
Tegangco told reporters that the BSP would wait to see
May inflation figures before nmaking a decision on future
rate reductions.

Auction Date 91 days 182 days 364 days
APR 23 9. 855 10. 959 11. 368
APR 30 10. 102 11. 324 11.725
MAY 07 no sal es no sal es no sal es
MAY 15 9.513 10. 915 11. 350
MVAY 21 9. 306 10. 750 11. 352
MVAY 28 9. 037 10. 087 11. 307

Source: Bureau of the Treasury



Prime Lendi ng Rates of 14 Expanded Conmercial Banks

Dat e of Survey Aver age Range

APR 23 13. 3529 10. 75 — 14.855
MAY 03 13. 4683 11.25 - 15.102
MAY 10 13. 4861 11.25 - 15.012
MAY 17 13. 2171 10.75 — 14.513
MAY 24 13. 1013 10.75 - 14.50
MAY 31 12. 8919 10. 25 - 14.037

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

News of a new terrorist kidnapping in Palawan over the
May 26-27 weekend pushed the Philippine Stock Index
(PHI SI X) bel ow t he psychol ogi cal barrier of 1400 early in
t he week, but prices recovered sonmewhat |ater on bargain
hunti ng as the week went on. Overall, fromits close of
1410. 23 on May 25, the PH SI X noved to end at 1419.09 on
June 1.

Phi |'i ppi ne Stock Exchange | ndex (PH SI X) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)

APR 23 1437. 16 259
24 1444. 00 304
25 1462. 18 431
26 1437. 50 302
27 1420. 36 398
APR 30 1378. 84 446
MAY 01 Mar ket s C osed

02 1435. 88 765
03 1430. 39 376

04 1442. 46 405



MAY 07 1431. 91 466

08 1427. 28 567

09 1441. 77 352

10 1443. 85 643

11 1484. 83 1134
MAY 14 Mar ket s C osed

15 1457. 97 497

16 1461. 79 311

17 1453. 03 376

18 1448. 62 397
MAY 21 1446. 20 363

22 1451. 20 6939 /a
23 1446. 20 726

24 1434. 68 472

25 1410. 23 1068
MAY 28 1395. 12 412

29 1385. 43 511

30 1396. 50 399

31 1402. 29 568
JUN 01 1416. 09 669

a/ includes P6.57 billion block sale of Pure Foods to San

M guel Corporation

Source: Philippine Stock Exchange

PHI LI PPI NE ECONOM C OQUTLOCK RELEASED

The enbassy is pleased to note that our Philippine
Econom ¢ Qutl ook for June 2001 has been rel eased, and is
now avai |l abl e on the Enbassy's internet website at
http://ww. usenbassy. gov/manila. This tri-annual
publication presents a broad overview of recent events in
t he Phili ppine econony and prospects for future

devel opnent s.

WEAK FI RST QUARTER FOR MANUFACTURI NG. . .

The National Statistics Ofice’s (NSO |atest Mnthly
| ntegrated Survey of Selected Industries (MSSI) showed a



2% year -on-year decline in aggregate production vol une
during March 2001. That performance marked a third
consecutive nonth of negative year-on-year growmh. Ten
of sixteen manufacturing sub-sectors posted production
declines during the nonth (led by transport equipnent,
chem cal s, wood and wood products, electrical machinery,
wearing apparel, and basic netals). Sales vol une
mustered a 0. 9% year-on-year expansion

On average, the volune of production index contracted by
2.5% year-on-year during the first three nonths of 2001,
a reversal fromthe 7.6% average expansi on posted during
2000’ s conparable period. Sales volune grew an average
annual rate of 2.9% slowng fromthe 10.4% average year -
on-year rate posted during 2000's first quarter. The
results did not conme as a surprise as businesses
continued to struggle wth the | agged effects of higher
production and operating costs, while dealing with sl owed
wor |l d demand for mmj or export products and, overall,
weaker econom ¢ growt h prospects.

Year - on- Year % Change

Producti on Net Sal es

Vol une Vol une
January 2000 12. 3 10.1
February 7.7 10.5
Mar ch 2.7 10.5
Apri l (2.2) 8.3
May 12.8 21.0
June 13.6 8.0
July 19.5 5.7
August 9.4 13.2
Sept enber 16.1 2.9
Cct ober 20.3 3.7
Novenber 39.9 15.8
Decenber 10. 4 7.7
January 2001 (1.9 1.0
February (3.7) 6.9
Mar ch (2.0) 0.9



Sour ce: Nati onal Statistics Ofice

... DRAGS DOWN FI RST QUARTER GDP GROWMH

Just before the week ended, the governnent’s National
Statistical Coordination Board (NSCB) reported that rea
first-quarter 2001 Gross Donestic Product (GDP) grew by
2.5% year-on-year. This performance represented a
deceleration fromthe 3.3% GDP growth rate posted during
2000's first quarter. It was also the weakest GDP
expansi on posted since the second quarter of 1999. A
sl owdown had been wi dely expected by both private and
public sector econom sts — an expectation which
reflected, anong others, the volatile political climte,
i nvestor uncertainties, and a slow ng gl obal econony.

The industrial sector — which barely budged with 0.1%
year-on-year growmh — was hardest hit. The sector’s
listless performance mainly stenmed froma 10. 6% year - on-
year decline in the construction sub-sector (as tight
government finances exacerbated still-weak private sector
activity); as well as the manufacturing s slowed
expansion (i.e., 2.4% from 6% during 2000’ s conparabl e
period). Both the agriculture and service sectors

must ered i nproved performances conpared with their first-
gquarter 2000 growh rates. Agricultural output (up 2.3%
benefited frombetter weather conditions after typhoon-
related | osses capped the sector’s first-quarter 2000
expansion to 0.4% The service sector (up 4.5% also
nmust ered sonewhat stronger growh than in the first
quarter of 2000 (49 .

The governnent’s current target is for full-year 2001

i ndustrial sector output to nmuster 4.0-4.5%growth for
CGDP to expand by 3.8-4.3%this year. Those targets may
prove chal l enging -- considering the worse-than-

antici pated world econom ¢ sl owdown, high donestic

unenpl oynent, intermttent pressures on the currency, and
lingering political uncertainties. Gven the first
guarter performance, econom c planning officials said
they were now ruling out the high end of the governnment’s
targeted grow h range. They further indicated that

macr oeconom ¢ projections would be revi ewed, including
their possible inpact on governnent revenues and the
overall fiscal picture.



PRESI DENT VETOES TWO REVENUE ENHANCEMENT BI LLS

Presi dent Macapagal - Arroyo vetoed two bills initiated
under the Estrada adm nistration ainmed at enhancing
revenue collections. She vetoed a lateral attrition and
special incentives bill intended to spur the performance
of revenue-generating agencies; and a bill upgrading the
rank of the Court of Tax Appeals to a 'collegiate court’
(simlar to the Court of Appeals). Rank and file

enpl oyees at both the Bureau of Internal Revenue (BIR)
and Bureau of Custons (BOC) had strongly opposed the
proposed |l ateral attrition |aw.

In her veto nmessage, the President noted that the

dism ssal or transfer of affected enpl oyees by a Revenue
Performance Eval uation Board (RPEB) w thout the necessary
hearing violated a basic constitutional right to due
process. Menbers of the House Ways and Means committee
have argued in press interviews that this was not what
the proposed | aw i ntended. They noted that the proposed
|aw. a) enphasized that the systemof lateral attrition
be consistent with civil service rules and regul ati ons;
and b) gave affected enpl oyees and officers the right to
appeal the RPEB s decision to the Cvil Service

Comm ssion or Career Executive Service Board and even to
the Suprenme Court. Congressional staff also commented to
t he Enbassy that the presidential veto seened prenmature,
as the RPEB had not been given the opportunity to draft
detailed i nplenenting rules and procedures for the
attrition and awards system Legislators |amented that
the presidential veto had sent over two years of work
down the drain. They noted that the |egislative branch
technically could push for the proposed | aw s passage by
mustering a two-thirds vote in both houses for a veto
override; however, with regular sessions of the current
Congress schedul ed to wap-up next week, tine was not on
their side.

Meanwhi | e, President Macapagal - Arroyo noted that the
proposed | aw upgradi ng the status and powers of the Court
of Tax Appeals suffered froma “constitutiona

infirmty.” A specific provision allowed affected
parties to appeal the decisions and rulings of the Court
of Tax Appeals before the Suprene Court (SC). This



provi sion, according to governnment |awers, technically
increased the SC s appellate jurisdiction. Article VI,
Section 30 of the Philippine Constitution prohibits the
| egi sl ative branch from passing |laws affecting the
appellate jurisdiction of the SC without the Court's
approval — a step which | egislators apparently
over | ooked.

LARCE FI RV5 WRESTLE W TH MATURI NG OBLI GATI ONS

In a disclosure to the Philippine Stock Exchange (PSE)
publicly-listed food and beverage congl onerate RFM
Corporation said it would need nore tine to neet
redenption paynents on US$65 million of convertible bonds
because of a “tenporary cash flow m smatch.” The bonds
were issued in May 1996, mature in 2006, and carry an
annual 2.75% interest rate. Anong other features,

hol ders had the option to redeemthe bonds on May 30,
2001 at a redenption price equal to 128.71% of principal.

RFM officials said the firmis conmtted to servicing the
i nterest due on the bonds and was pursui ng several
options to neet its obligations. This includes the sale
of certain assets (reportedly including its stake in

sem conduct or subsidiary PSi Technol ogi es Hol di ngs) as
part of a broader strategy to exit from non-core

busi nesses and to concentrate on the branded, high-margin
refreshnents sector. RFM has engaged JP Mbrgan as
financial advisor and law firm Shernman & Sterling as
international counsel to assist it in arriving at a
mutual |y beneficial arrangenent with RFM s bondhol ders.
Wil e the conpany works on nmeeting its $65 mllion debt,
RFM of ficials said normal business operations would
continue and that RFM woul d neet obligations incurred in
the ordinary course of business in a tinely manner.

Anot her | arge corporation -- Lopez-owned Benpres Hol di ngs
Corp. -- also faces obligations which start maturing next
year. Analysts think the conpany coul d encounter
difficulties in refinancing its debts because of investor
concerns over sone | osing businesses (such as those of
wat er concessi onaire Maynilad and tel ecom conpany
Bayantel) and, nore broadly, |ingering econom c and
political uncertainties. As a fallback neasure, Benpres
is considering raising $200-$250 mllion by divesting



from sonme subsidiaries (including sonme of its stakes in
the cabl e tel evision, broadcasting, and power generation
busi nesses) .

Al t hough general ly expected to weather current (and
potential) debt servicing challenges, the above

devel opnments denonstrate that even the Philippines Top
1000 corporations have not been spared from cash fl ow
difficulties. Their experience suggests that smaller
firms could be experiencing (or are prone to) even nore
serious debt problens. For the banking system this
could spell further increases in non-performng |oans
(estimated at 16. 7% of commrerci al banking systemcredits
as of March 2001 — the highest recorded NPL ratio thus
far).



